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ORDER ON JOINT MOTION FOR APPROVAL OF
OFFER OF PARTIAL SETTLEMENT

INTRODUCTION

On May 17, 1996, Boston Gas Company ("Boston Gas' or "Company") filed with the
Department of Public Utilities ("Department”) tariff schedules of proposed rates and charges
designed to increase the Company's annual retail revenues by approximately $30 million, or 4.7
percent, based on atest year ending December 31, 1995. The Company also filed a request for
approva of (1) a performance-based ratemaking ("PBR") plan, (2) atransition plan for the full
unbundling of gas commaodity sales and gas distribution services to all customers to be phased in
by the Company over afour-year period, and (3) a plan to exit the merchant function by
November, 2000. The matter was docketed as D.P.U. 96-50. By Order dated May 20, 1996, the
Department suspended the effective date of the proposed tariffs until December 1, 1996, in order
to investigate the propriety of the changes sought by the Company.

Pursuant to notice duly issued, the Department conducted three public hearingsin the
Company's service territory on June 26, June 27, and July 11, 1996, in Revere, Leominster and
Newton, respectively, in order to afford interested persons an opportunity to comment on the
proposed rates, PBR plan, transition plan, and exit plan. The Department conducted 24 days of
evidentiary hearings at the Department's offices between July 22, 1996 and September 18, 1996.
Pursuant to G.L. c. 12, § 11E, the Attorney General of the Commonwealth filed a notice of
intervention in the proceeding. In addition, the Department granted petitions to intervene on
behalf of the following entities: Alberta Energy Company Limited, Progas Limited, Producers

Marketing Limited, and TransCanada Gas Services (collectively, "Canadian Marketers');
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Algonquin Gas Transmission Company ("Algonquin™); AllEnergy; Amoco Corporation;
Associated Industries of Massachusetts ("AIM"); Bay State Gas Company ("Bay State");
Berkshire Gas Company ("Berkshire"); City of Boston; Commonwealth Gas Company
("ComGas"); Direct Energy Marketing, Inc.; Distrigas of Massachusetts Corporation
("DOMAC"); Commonwedath of Massachusetts Division of Energy Resources ("DOER");
Eastern Energy Marketing, Inc.; the Energy Consortium ("TEC"); Enron Capital and Trade
Resources Corp. ("Enron"); ERI Services, Inc.; Essex County Gas Company ("Essex"); Fall River
Gas Company ("Fal River"); Global Petroleum ("Globa"); Imperia Oil Resources ("Imperid");
KEY SPAN Energy Services, Inc.; the Town of Lexington; Northeast Energy Efficiency Council
("NEEC");* Massachusetts Oil Heat Council ("MOC"); Natural Gas Clearinghouse; Pearl
Noorigan and Samuel Graziano ("Low-Income Intervenors'); North Attleboro Gas Company
("North Attleboro™); PanEnergy Trading and Market Services, LLC ("PanEnergy"); Texas
Eastern Transmission Company ("TETCQ"); Texas-Ohio Gas, Inc. ("Texas-Ohio"); United States
Gypsum Company ("US Gypsum"); and Utilicorp United, Inc. The Department granted limited
participant status to the following entities: Massachusetts Electric Company ("MECa"); Colonial
Gas Company ("Colonid"); Total/Louis Dreyfuss Energy Services, L.L.C.; and Tennessee Gas
Pipeline Company, Inc. ("Tennessee").

On October 9, 1996, the Company, Algonquin, DOMAC, Global, Natural Gas
Clearinghouse, Tennessee, and Texas-Ohio (collectively, "Settling Parties”) filed with the

Department a Joint Motion for Approval of an Offer of Partial Settlement ("Motion") and the

! On September 25, 1996, the M assachusetts Energy Efficiency Council changed its
name to the Northeast Energy Efficiency Council.
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Offer of Partial Settlement ("Settlement”). Pursuant to the terms of the Settlement, the
Department must approve the Settlement in its entirety by November 8, 1996, or it is rendered
null and void (Settlement at 7).

. DESCRIPTION OF PROPOSED PARTIAL SETTLEMENT

The Settlement provides, inter dia, for terms, conditions, rates, and charges for a range of
services for commercia and industrial ("C&1") customers, including general transportation and
general recelipt services, optional transportation and optional receipt services, and balancing
services. The Settlement includes the proposed tariffs for each of these services, designated as
M.D.P.U. 967 through M.D.P.U. 971. Among the terms of the Settlement, the Settling Parties
agree that the Company will offer unbundled transportation service to its C& I customers as of
December 1, 1996, and cease sales service (i.e., exit the merchant function) for C&| customers
effective November 1, 1998 (id. at 5). The proposed general transportation receipt service tariff,
M.D.P.U. 967, provides, inter dlia, that eligible customers will accept mandatory assignment of
the Company's domestic pipeline and storage capacity contracts, as well as certain Canadian
supply contracts bundled and delivered at the border (id., App. A at 11).

1. STANDARD OF REVIEW

In assessing the reasonableness of an offer of settlement, the Department must review all
available information to ensure that the settlement is consistent with Department precedent and

the public interest. Boston Edison Company, D.P.U. 92-130-D at 5 (1996); Bay State Gas

Company, D.P.U. 95-104, at 14-15 (1995); Boston Edison Company, D.P.U. 88-28/88-48/89-

100, at 9 (1989). A settlement among the parties does not relieve the Department of its statutory
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obligation to conclude its investigation with afinding that a just and reasonable outcome will

result. Bay State Gas Company, D.P.U. 95-104, at 15 (1995); Boston Edison Company,

D.P.U. 88-28/88-48/89-100, at 9 (1989). The Department has accepted settlement provisions
which were not originally proposed in a company's filing when the overall effect of the settlement,
on balance, was desirable for ratepayers and consistent with the overall direction of the

Department's policies. Boston Edison Company, D.P.U. 88-28/88-48/89-100, at 9 (1989).

V. ANALYSISAND FINDINGS

The Department has reviewed the Settlement in light of the Company's proposal and the
entire record in this proceeding. After evaluating the Settlement, the Department has serious
concerns. In addition, the Department notes that the Settling Parties constitute but a small
number of the intervenorsin this proceeding who represent a comparatively narrow subset of the
parties.

With respect to the Company's proposal to exit the merchant function for C& 1 customers,
the Department made it clear that the Company's exit proposal would be considered in Phase |1 of
this proceeding (Tr. of Prehearing Conference at 15). Asaresult, there isinsufficient evidence on
thisissue in Phase | to evaluate properly this aspect of the Settlement.

With respect to the Company's proposed capacity assignment program, the Settling Parties
have proposed mandatory assignment of upstream capacity contracts and the Canadian supply
contracts to C&I customers. In view of the arguments on mandatory versus voluntary assignment
raised in this proceeding, there is marked disagreement between parties who signed the Settlement

and those who did not. Although the Department is supportive of the use of settlements, it isthe
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Department's obligation to evaluate major issues fully when those issues are not resolved among
affected parties. Theissue of capacity assignment warrants a full review to enable the Department
to develop policies and precedents so that other participants in the natural gas industry will have a
better understanding of the issues.

Further, the Department notes that one of the signatories to the Settlement states that if
the Department rejects the Settlement, it will be "substituting its adminstrative judgment for the
market solution" and that "the positions of those who have neither a financia stake in the market
nor the obligation to operate in the market under the rules they propose should not be permitted
to undermine the market's solution” (Texas-Ohio Reply Brief at 6-7). Also, the Canadian
Marketers, Enron and PanEnergy have the same financial stake in the market as Texas-Ohio and
have not signed the Settlement. Intervenors, including, but not limited to, the Attorney General,
DOER, and TEC, certainly have an interest in most, if not all, issues raised in this proceeding. It
is the Department's obligation to evaluate issues in light of the evidence and arguments raised by
these parties.

Based on our review, the Department finds that the Settlement is not adequately

supported by the record, and is premature. Accordingly, the Department rejects the Settlement.
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V. ORDER

After due consideration, it is

ORDERED: That the Joint Motion for Approval of Partial Settlement filed by Boston
Gas Company, Algonquin Gas Transmission, Distrigas of Massachusetts Corporation, Global
Petroleum Corporation, Natural Gas Clearinghouse, Tennessee Gas Pipeline Company, and

Texas-Ohio Gas, Inc. on October 9, 1996, hereby is DENIED.

By Order of the Department,

John B. Howe, Chairman

Janet Gail Besser, Commissioner



